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FINANCIAL HICHLIGHTS

{In thousands, except per share data) Years Ended June 30 2006 2005 2004 2003 2002
Summary of Operations
Sates ‘ $ 32,591 $ 18,796 $14806  $10842  $1799
Income {loss) before income taxes 7430 2,500 1,308 {335) 3,089
Provision {benefit) for income taxes 2,585 8 455 (174) 1,218
) Net income (loss) 4,845 1,659 853 (161) 1,871
Net cash provided by operating activities $ 1,508 $ 1978 $ 1.090 $ 519 $ 3827
Average number of shares outstanding - diluted 5,631 5.533 5,489 5414 5,416
Earnings (loss) per share - diluted $0.86 $0.30 $0.16 $10.03) $0.35
Financial Position Data
Working capital $15,055 $10.450 $ 9330 § 8331 $ 8479
Total assets 34611 27316 22574 21,776 22,860
Long-term debt - - - - -
Total liabilities 6,279 4,241 1,182 1,237 2160

Stockholders” equity $28,332 $23.075 $21.392 $ 20,539 $20,700
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FINA NCIAL HICH LIGHTSI

I thousands, except per share data) Years Ended June 30 2006 2005 2004 2003 2002

Summary of Bperations
Sales $ 32,50 $18,796 $ 14,806 $10,.842 $17.991
Income {loss) befare income taxes 7,430 2,500 1,308 {335) 3,089
Provision {benefit] for income taxes 2,585 841 455 (174) 1,218
Net income {toss) 4,845 1,659 853 (161) 1,871
Net cash provided by operating activities $ 1508 . $ 1978 $ 1.090 $ 519 $ 3827
Average number of shares outstanding - diluted 5631 . 5,033 5,489 5414 5416
Earnings {loss} per share - diluted $0.86 $0.30 $0.16 ${0.03) $0.35

Financial Pesition Data
Working capital $ 15,055 $10.450 $ 9.330 $ 83N § 8479
Total assets 34,61 27,316 22574 21,776 22,860
Long-term debt - - - - S
Total liahilities 6,279 4,241 1,182 1,237 2,160

Stockholders’ equity $28,332 $23,075 $21,392 $ 20,539 $ 20,700
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PRESIDENTS MESSAGE '

.

Fiscal 2006 was a significant
year for Bolt Technology Corpora-
‘tion. We marked our twenty-fifth
lyear as a public company with re-
icord financial resulits, the highest
'in our Company’s history.

Sales in ﬁsoal 2006 increased 73% to
$32,5691,000 from $18,796,000 for fiscal 2005,
income before income taxes increased 197%
to $7,430,000 from $2,500,000 last year and
net income increased 192% to $4,845,000 from
$1,659,000 last year. While the major contribu-
tion to our record financial results was from our
geophysical p}oducts business segment, our in-
dustrial products business segment also reported
increases. |

Our balance sheet strengthened considerably
in fiscal 2006., Working Capital at June 30, 2006
amounted to $15,055,000 compared to $10,450,000
last year and we invested almost $1,000,000 in
new production machinery and equipment. As
has been the case since 2001, the Company re-
mains debt frf':e'.

r

o
i

We were sevleclted for inclusion in the Russell
Microcap Index and we were included in the
Fortune Snftall Business magazine’s list of

“America’s Faséest Growing Small Companies”

| .

The entire petroleum industry experienced
record activitglf this year as a result of higher oil
prices, increased worldwide demand for oil and
concerns regarding future oil supply. In our off-
shore seismic: exploration sector of the petroleum
industry, we ﬁrovide seismic energy sources {air
guns), underv;fater electrical connectors and ca-
bles, seismic source monitoring systems, air gun
signature hydrophones and pressure transducers.
In view of thel increased demand for oil, our cus-

tomers have added additional seismic explo'r'atlon
vessels requiring new air guns and related equ1p-
mernt from us -- inchuding shipment of several
of our newest products, Annular Port Air Gun
systems and Seismic Source Monitoring systéms
The increased number of alr guns in use has also
increased demand for air gun replacement p;lirts
Our Company’s fiscal 2006 financial perfolr—
mance resulted in two other noteworthy achieve-

ments — i

* We were selected for incllusion in the Rue'sSell
Microcap Index 4s of Jur'.e 30, 2006 (the Rus-
sell Group’s family of U. S Indexes are one of
the measures mstltutlonal equity manageps use
to follow stock performance) l

+ We were mcluded in the Fortune Small Bu §i-
ness magazine’s list of “Amerlca s Fastest
Growing Small Compames as reported i 1|n the
July/August 2006 issue of the magazine. o
Going forward into ﬁsca:l 2007, we belieée‘ that

our Company is well posmoned 1o contmue to

participate in the current hlgh activity level Iof

the offshore seismic exploraltlon

market. We continue to produce

top quality producl;s and offelr ex-
cellent customer service. The cur-
rent level of sales orders, reHuests
for quol‘atio‘ns and general dLlls-
tomer mqulrles indicate that ﬁscal

2007 should be another strong

year for Bolt I

Finally, on behalf of management, | w1sh to ex-
press our thanks to all of our employees forlthelr
contributions in making fiscal 2006 a record year
for Bolt. I also thank our Dll‘e(,[Ol‘S for thelr guid-
ance, counsel and overs1ght and our Stockhold—
ers for their trust and contlinued confldencéa;

- | § '
d,l M‘l.K . |
e l |

Raymond M. Soto ’ i

1
Chatrman, Pr‘esidentl and Cht‘efE:rem:Hv:e' Officer

|
|
1
!
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following management’s discussion and analysis
should be read together with the Consolidated Financial
Statements and accompanying notes and other detailed in-
formation appearing elsewhere in this Annual Report. This
discussion includes forward-looking statements about the
demand for our product.ls and future results. Please refer to
the “Note Regarding Forward-Looking Statements” section
of this Annual Report.

'OVERVIEW

Sales of the Company’s geophysical products are gener-
ally related to the level of worldwide oil and gas exploration
and development activity, which is dependent, primarily,
on oil and gas prices. After an industry wide slowdown in
marine seismic activity in fiscal 2003, marine seismic ex-
ploration activity started to improve during fiscal 2004, and
this improvement has continued throughout fiscal 2005 and
fiscal 2006. The high price of oil, increased worldwide en-
ergy demand and the depletion of proven oil and natural gas
reserves have contributed to an increased demand for ma-
rine seismic surveys. As a result, the Company’s geophysi-
cal equipment sales increased 89% in fiscal 2006 compared
to fiscal 2005 as customer orders increased substantially
for complete energy source systems, replacement parts for
energy source systems, SSMS and underwater electrical
connectors and cables. The Company believes that the oil
services industry will continue to show increased activity in
fiscal 2007 based on several factors, including: the Company
expects seismic vessel demand to exceed supply in calendar
year 2006 and beyond, and expects increased demand to
resurvey tracts using improved technology to obtain better
seismic data and/or to survey new areas in deeper waters,

Sales in the industrial products segment decreased by 1%
for the year ended June 30, 2006 compared to the year end-
ed June 30, 2005. With continuing improvement in the 1.S.
economy, the Company anticipates that industrial products
sales should increase in fiscal 2007.

Due primarily to the increase in the geophysical equip-
ment husiness as described above, the Company’s balance
sheet continued to strengthen during fiscal 2006. Working
Capital at June 30, 2006 was $15.1 million, an increase of
44% from the amount at June 30, 2005.

— LIQUIDITY AND_CAPITAL RESOURCES___

As of June 30, 2006, the Company believes that current
cash and cash equivalent balances and projected cash flow
from operations are adequate to meet foreseeable operating
needs in fiscal 2007.

Year Ended June 30, 2006

At June 30, 2006, the Company had $4,580,000 in cash
and cash equivalents. This amount is $926,000 or 25% higher
than the amount of cash and cash equivalents at June 30,
2005. For fiscal 2006, cash flow from operating activities af-
ter changes in working capital items was $1,508,000 primar-
ily due to net income adjusted for depreciation and deferred

income taxes and higher current liabilities partially offset by
higher accounts receivable and inventories.

For fiscal 2006, the Company used $994,000 for capital
expenditures funded from operating cash flow which re-
late to new and replacement equipment. Of this amount,
approximately $697,000 relates to the purchase of 2 new
machines for the geophysical equipment segment. The
Company estimates that capital expenditures for fiscal
2007 will approximate $500,000, which will be funded from
operating cash flow. These anticipated capital expendi-
tures will relate primarily to new and replacement produc-
tion machinery.

Since a relatively small number of customers account for
the majority of the Company’s geophysical segment sales,
the consolidated accounts receivable balance at the end
of any period tends to be concentrated in a small number
of customers. At June 30, 2006 and June 30, 2005, the five
customers with the highest accounts receivable balances
represented 71% and 69%, respectively, of the consolidated
accounts receivable balances on those dates.

In October 19398, the Company’s Board of Directors ap-
proved a stock repurchase program under which the Com-
pany was authorized to buy up to 500,000 shares of its Com-
mon Stock in open market or private transactions. Although
the program remains authorized, the Company has not
repurchased any shares and currently has no plan to make
repurchases. S

R
Year Ended June 80, 2005

At June 30, 2005, the Company had $3,654,000 in cash
and cash equivalents. For the year ended June 30, 2005, cash
and cash equivalents increased by $764,000 or 26% from the
amount, at June 30, 2004. Cash flow from operating activi-
ties after changes in operating assets and liabilities was
$1,978,000 for the year ended June 30, 2005, primarily due to
net income adjusted for depreciation and deferred income
taxes and higher current liabilities partially offset by higher
accounts receivable and inventories. Current liabilities at
June 30, 2005 included a customer deposit of $414,000 re-
ceived in the third quarter of fiscal 2005.

For the year ended June 30, 2005, the Company used
$1,238,000 for capital expenditures funded from operating
cash flow. Of this amount, $1,013,000 relates to the Compa-
ny's purchase of the property in Cypress, Texas, where the
Company’s subsidiary, A-G, is located. The purchase was
completed during the quarter ended March 31, 2005. The v
property consists of approximately five acres and a 30,000
square foot building which was constructed in 1997, The
remaining capital expenditures ($225,000) relate to new and
replacement. equiprent purchased in the ordinary course of
business.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet financing ar-
rangements. In addition, the Company does not have any
relationship with unconsolidated entities or any special pur-
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pose entities and has not issued any guarantees other than
the guarantee of A-G's obhgatlons under an employment
agreement between A-G and A- G's president.

Contractual Obligations

The Company had no_long-t]erm borrowings, capital
leases, purchase obligations or: other long-term liabilities
at June 30, 2006 and 2005. The Company is obligated for
minimum lease payments as of June 30, 2006 under several
operating leases for its fac111t1es The total minimum pay-
ments due under such leases i IS $584, 000 payable during the
following periods: less than one year - $347,000; and 1 to 3
years - $237,000.

Such amounts are excluswe of any “additional rent” for
taxes, utilities or similar charges under triple net leases.
See Note 8 to the Consohdated Financial Statements under
“Lease Commitments” for further information regarding fu-
ture payments and other information relating to such leases.

Securities and Exchange Commission Informal Inquiry

By letter dated January 23 2004 the Company was in-
formed that the staff of the Securltles and Exchange Com-
mission (the “Staff”) had begurlt an informal inquiry regard-
ing certain corporate and accountmg matters. In its letter,
the Staff stated that the i 1nqu1ry should not be construed to
indicate that any federal secuntles laws had been violated
or to reflect on the integrity of 'any person, the Company or
its securities. Although the Company believes that it has act-
ed properly and legally and is voluntarily cooperating with
the Staff’s informal inquiry, it can neither predict the length,
scope or resulis of the 1nf0rmal inquiry, or the impact, if
any, on its operations. The Company has complied with the
information requests of the Staff and has not received any
requests for additional information since 2004,

|
.~ RESULTS OEQEERATIQNS_—

|
Year Fnded June 30 2006 Compared
to Year Ended June 30, 2005

Consolidated sales for the year ended June 30, 2006 to-
taled $32,591,000, an increase of $13,795,000 or 73% from the
fiscal year ended June 30, 2005 Sales of geophysical equip-
ment increased by $13,842,000|or 89%, due to higher volume
of sales of complete energy source systems ($8,879,000), air
gun replacement parts ($2,178,000), underwater electrical
connectors and cables ($2,216,000), and SSMS ($569,000).
Higher sales in the geophysical equipment business reflect
the continuing strength in marlne seismic activity.

Industrial products sales for the year ended June 30, 2006
decreased by $47,000 or 1% compared to the year ended
June 30, 2005. The fiscal 2006 sales decrease reflects lower
electric motor sales. The Company anticipates that, with
continuing improvement in the U.S. economy, industrial
producits sales will show in1pr(')vement in fiscal 2007.

Consolidated cost of sales as a percentage of consoli-
dated sales was 58% for the year ended June 30, 2006, un-
changed from the year ended June 30, 2005. Cost of sales

as a percentage of sales for the geophysrcal equlpment seg-
ment was 59% for the year ended Jurle 30, 2006 unchanged
from the year ended June 30, 2005. The cost of sales pe':r—
centage for geophysical equipment for the year ended J une
30, 2006 was adversely affected by: (1) higher raw matenal
costs; (ii) higher labor costs; and (111) certain sales whlch
included several items of auxiliary equ1pment purchased
from third-party suppliers. Third- party auxiliary eqmpment
has significantly lower margins thanithe Company’s proprl-
etary products. Effective February 1{ 2006, the Company
implemented a 6% price increase forl air guns and relatled
replacement parts in response to hlgher material and' labm
costs. Effective June 1, 2006, the Company 1mplementr|3d a ,
5% price increase for underwater ele'ctncal connectors| and
cables in response to higher, materlal and labor costs k The
adverse effect on the cost of sales percentage for geophy51-
cal equipment was offset by these price increases, resultmg
in an unchanged cost of sales percentage Cost of sales as
a percentage of sales for the 1ndustr1al products segn{ent
increased from 56% for the year ended June 30, 2005 to 57%
for the year ended June 30, 2006, ref"lectlng higher compen- ,
sation cost partially offset by lower retirement plan cost
The Company implemented a 3% pn'ce increase for 1ndus-
trial products effective Apnl 1, 2006) | ‘

Research and development costs‘for the year ended June
30, 2006 increased by $18,000 or 7% from the year ended
June 30, 2005. The reasons for this 1r'1crease relate to further
1mpr0vements to the Annular Port AlI‘ Guns (APG) guns and
SSMS. SSMS is utilized to measure air gun depth, air plres-
sure, “near field” energy output for eiach gun array and'to
provide high pressure air flow control thereby enhancing
the accuracy and therefore the usefulness of marine seismic
survey data. The Company, contlnues working on more ad-
vanced stages of SSMS that will deliver further beneﬁts to
customers. ! l

Selling, general and admmlstratn.lfe expenses mcreased
by $859,000 for the year ended June 30, 2006 from the year
ended June 30, 2005 primarily due 1o higher compensa—
tion expense ($329,000). The increase in compensatldln
expense relates primarily to higher incentive compensatlon
($619,000). l ‘

The Company conducted swith the assistance of an
independent valuation firm, an annual impairment test of
goodwill balances as of July 1, 2006 and 2005. The reslults
of these tests indicated that there was no 1mpalrment of the
June 30, 2006 and 2005 goodwill balances. il

The provision for.i 1nc0me taxes for the year ended June
30, 2006 was $2,585,000, an effectlve tax rate of 35%. ThlS
rate was higher than the federal statutory rate of 34% .prl-
marily due to state income taxes, nondeduct:ble expenses

“and income taxes attributable to goodwﬂl amortlzatu')ln for

tax purposes, partially offset by the Itax benefit, for export
sales. The provision for income taxes for the year ended
June 30, 2005 was $841,000,:an effectwe tax rate of 34%
which was the same rate as the federal statutory rate,.prl-

‘ Continued on nexr page
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

marily due to the effect <:)f state income taxes, nondeduct-
ible expenses and income taxes attributable to goodwill
amortization for tax purposes fully offset by the tax benefit
of export sales.

The above mentioned factors resulted in net income for
the year ended June 30, 2006 of $4,845,000 compared to net

income of $1,659,000 for the year ended June 30, 2005.
| !

Year Ended June 3@, 2005 Compared
to Year Ended June 30, 2004

Consolidated sales for the year ended June 30, 2005 to-
taled $18,796,000, an increase of $3,990,000 or 27% from the
fiscal year ended June 30, 2004, Sales of geophysical equip-
ment increased by $3,808,000 or 32% due primarily to higher
volume of complete energy source system sales ($416,000),
air gun replacement parts ($1,866,000), underwater electri-
cal connectors ($1,226,000) and SSMS ($300,000). Higher
sales in the geophysical equipment business reflect the in-
crease in marine seismic'activity in fiscal 2005,

Industrial products sa.les for the year ended June 30, 2005
increased by $182,000 or, 6% compared to the year ended
June 30, 2004, reflecting higher volume associated with im-
provement in the domestlc economny.

Consolidated cost of Sales as a percentage of consoli-
dated sales was 58% for the year ended June 30, 2005 versus
62% for the year ended June 30, 2004. Cost of sales as a
percentage of sates for the geophysical segment decreased
from 63% for the year ended June 30, 2004 to 59% for the year
ended June 30, 2005, due primarily to: higher manufacturing
efficiencies associated with the 32% sales increase, a smaller
addition to the inventory valuation reserve in fiscal 2005
and the implementation of a 6% price increase in January
2005..Cost of sales as a percentage of sales for the industrial
products segment was 56% for the year ended June 30, 2005,
unchanged from the year. 'ended June 30, 2004. Although
manufacturing costs increased in the industrial products
segment, such increase was offset by a 5% price increase ef-
fective January 2005 and higher manufacturing efficiencies
associated with the 6% sales increase in fiscal 2005.

Research and development costs for the year ended .June
30, 2006 increased by $63,000 or 30% from the year ended
June 30, 2004. The major portion of the research and devel-
opment cost increase relates to the Company’s SSMS.

Selling, general and administrative expenses increased
by $929,000 for the year énded June 30, 2005 from the year
ended June 30, 2004 due primarily to higher: (a) compensa-
tion expense ($391,000), (b) professional fees ($112,000),
(c) advertising and trade show expenses ($74,000) and (d)
bad debt expense ($68,000).

The Company conducted, with the assistance of an
independent valuation firm, an annual impairment test of
goodwill balances as of July 1, 2005 and 2004. The results
of these tests indicated that there was no impairment of the
June 30, 2005 and 2004 goodwﬂl balances.

The provision for i 1nc0me taxes for the year ended June
30, 2005 was $841 000, an effective tax rate of 34%, which

was the same as the federal statutory rate of 34%, primarily
due to the effect of state income taxes and nondeductible
expenses, and income taxes attributable to goodwill amorti-
zation for tax purposes, offset by the tax benefit for export
sales, The provision for income taxes for the year ended
June 30, 2004 was $455,000, an effective tax rate of 35%,
which was higher than the federal statutory rate of 34%,
primarily due to the effect of state income taxes and nonde-
ductible expenses and income taxes attributable to goodwill
amortization for tax purposes, partially offset by the tax
benefit relating to export sales.

The above-mentioned factors resulted in a net income for
the year ended June.30, 2005 of $1,659,000 compared to net
income of $853,000 for the year ended June 30, 2004,

e CRITICALACCOUNTING POLICIES

The methods, estimates and judgments the Company
uses in applying the accounting policies most critical to its
financial statements have a significant impact on the results
the Company reports in its financial statements. The Securi-
ties and Exchange Commission has defined the most criti-
cal accounting policies as the ones that are most important
to the portrayal of the Company’s financial condition and
results, and requires the Company to make its most difficult
and subjective judgments.

Based on this definition, the Company's most critical
policies include: revenue recognition; recording of inven-
tory reserves; deferred taxes; and the potential impairment
of goodwill. These policies are discussed below. The Com-
pany also has other key accounting policies, including the
establishment of bad debt reserves. The Company believes
that these other policies either do not generally require it
to make estlmates and judgments that are as difficult or as,
subjectlve or that it is less likely that they would have a
material impact on the Company’s reported results of opera-
tions for a given period.

Although the Company believes that its estimates and as-
sumptions are reasonable, these are based on information

. available at the end of each reporting pertod and involve
* inherent risks and uncertainties. Actual results may differ

significantly from the Company’s estimates and its estimates
could be different using different. assumptions or conditions.

See Note 1 to Consolidated Financial Statements for adcli-
tional information conceming significant accounting policies.

' Revenue Recognition .
The Company recognizes sales revenue when it is real-

ized and earned. The Company’s reported sales revenue is

based on meeting the following criteria: (1.} Manufacturing

products based on customer specifications; (2.) Delivering

* product to the customer before the close of the reporting

period, whereby delivery results in the transfer of owner-
ship risk to the customer; (3.) Establishing a set sales price
with the customer; (4.} Collecting the sales revenue from
the customer is reasonably assured; (5.) No significant con-
tingencies exist.
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Inventory Reserves

A significant source of the Company s revenue arises
from the sale of replacement parts required by customers
who have previously purehased products. As a result, the
Company maintains a large quantity of parts on hand that
may not be sold or used in ﬁnal assemblies for an extended
period of time. In order to recogmze that certain inventory
may become obsolete or have supphes in excess of reason-
ably supportable sales forecasts, an inventory valuation
reserve has been established. The inventory valuation re-
serve is a significant estimate made by management. Actual
results may differ from this estimate, and the difference
could be material. Management establishes the inventory
valuation reserve by rev1ew1ng the inventory for items that
should be reserved in full based on a lack of usage for a
specified period of time and f01r which future demand is
not forecasted and establishes an additional reserve for
slow moving inventory based on varying percentages of the
cost of the items. At June 30, 200() and 2005, approximately
$1,253,000 and $1,944,000, respectlvely, of the raw materials
and sub-assemblies inventory \javere considered slow moving
and subject to areserve provis}on equal to all or a portion
of the cost, less an estimate for scrap value. In certain in-
stances, this inventory has beejn unsold for more than five
years from date of manufactur'e or purchase, and in other
instances the Company has more than a five-year supply of
inventory on hand based on recent sales volume. At June 30,
2006, the cost of inventory Wthh has more than a five-year
supply on hand and the cost of inventory which has had no
sales during the last five years!amounted to approximately
$745,000. Management belleves that this inventory is proper-
ly valued and appropriately reserved Even if management s
estimate were incorrect, that Would ‘not result in a ‘cirrent
cash charge since the cash required to manufacture or pur-
chase the older inventory was expended in prior years.

The inventory valuation reserve is adjusted at the close
of each accounting period, as necessary, based on man-
agement's estimate of the va]uatlon reserve required. This
estimate is calculated on a con51stent basis as determined
by the Company’s inventory valuatlon policy. Increases to
the inventory valuation reserve result in a charge to cost of
sales, and decreases to the reserve result in a credit to cost
of sales. The inventory valuatlon reserve is also decreased
when items are scrapped or dlsposed of. During the fiscal
year ended June 30, 2006, the inventory valuation reserve
was increased by $135 000, and disposals totaled $345,000.

Deferm::l Taxes

The Company applies an asset and liability approach to
accounting for income taxes. Deferred tax assets and liabili-
ties are recognized for the expected future tax consequenc-
es of temporary differences between the financial statement
and tax basis of assets and hab1ht1es using enacted tax rates
in effect for the years in whlch1 the differences are expected
io reverse. The recoverability of deferred tax assets is de-
pendent upon the Company’s assessment of whether it is

more likely than not that sufficient future taxable 1ncIome
will be generated in the relevant tax: JurlSdlCthH to utl]lze
the deferred tax asset. The Company reviews its 1nternal
forecasted sales and'pre-tax earnlngs estimates to make its
assessment about the utilization of deferred tax assets In
the event the Company determines that future taxable in-
come will not be sufficient to utlhze!the deferred tax asset a
valuation allowance is recorded. If that assessment changes
a charge or a benefit would be recorded in the conso}rdated
statermnent of income. The Company 'has concluded that no
deferred tax valuation allowance was necessary at June
30, 2006 and June 30, 2005 because future taxable i lncome
is believed to be sufficient to utilize. ithe deferred tax asset
Net deferred tax accounts decreased by $220,000 from anet
deferred asset of $17,(000 at June 30, 12005 to a net deferred
liability of $203,000 at June 30, 2006| reflecting prmc1pally
the utilization of the alternative mmlmum tax credit carry
forward ($38,000), amortization of goodwﬂ] for tax purposes
{$99,000) and reduction-of the inventory valuation reserve
($82,000). % l

' I

Goodwzll Impa irment Testing

As required by SFAS No. 142, “Goodw1ll and Other!Intan-
gible Assets,” the Company reviews. goodwﬂl for 1mpalrment
annually or more frequently if 1mpa1‘rment 1nd1cators}arlse
Goodwill was tested for 1mpa1rment' as of July 1, 200(? land
2005 and the tests indicated no 1mpa1rment The tests were
conducted by management with the assistance of an 1nde-
pendent valuation company. The Company s goodwdl carry-
ing amounts relate solely to the acqu1s1uon of Customl Prod-
ucts and A-G, which.are two SFAS No 142 reporting umts
Bolt, the parent of Custom Products and A-G, isa th1rd
reporting unit and has no goodwill.. Both Bolt and A-G 'are in
the geophysical equipment segment‘ and Custom Products
is in the industrial products segment F |

Goodwill represents approxunately 32% of the Compa—
ny’s total assets at June 30, 2006 and is thus a &gmﬁeant
estimate by management. Even if management S estlmate
were incorrect, that would not result in a current cash
charge because the Company's goodwﬂl amounts reﬂected
on its balance sheet arose out of aC(]UISlthH accountlng
several years ago. See Notes 1 and 2 to the Companys Con-
solidated Financial Statements for a'ddltlonal 1nformat10n
concerning goodw1ll . '

RECENT ACCQUNIING.DE\EELQEMENTS—
Accounting for Uncertamty in Income Tares

In June 2006, the FASB issued Interpretation No. 48
(“FIN 48™), “Accounting for Uncertamty in Income Ta;ces
which is an interpretation of FASB Statement No. 109 t“Ac-
counting for Income Taxes” (“SFAS|109™). This Interpre-
tation clarifies the accounting for urllcertamty in 1ncome
taxes recognized in a company's f'manma] statements In
accordance with SFAS 109. This Interpretatlon prescrlbes
a recognition threshold and' measurement attribute for the '

: Continued ain;nexr page
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| MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

financial statement recog,}nition‘and measurement of a tax
position taken or expectéd to be taken in a tax return. The
Company believes that FIN 48 may have an impact on the
Company’s financial statements when there is uncertainty
regarding a certain tax position taken or to be taken. In such
a situation, the provisions of FIN 48 will be utilized to evalu-

ate, measure and record the tax position, as appropriate.
|

Accounting for Servicing of Financial Assets

In March 2006, the FASB issued SFAS No. 1 56, “Ac-
counting for Servicing of Financial Assets” (“SFAS 156”),
which amends SFAS No. 140, “Accounting for Transfers
and Servicing of Fmanmal Assets and Extinguishments of
Liabilities” (“SFAS 140™). The Company believes that SFAS
156 will not have an 1mp211ct on the Company’s consolidated
financial statements because the Company does not service
financial assets and liabilities. !

| . '
Accounting for Certain Hybrid Financial Instruments

In February 2006, the FASB issued SFAS No. 155, “Ac-
counting for Certain Hybiid Financial Instruments” (“SFAS
1565™), which is an amendment of FASB Statement No, 133,
“Accounting for Derivatiw:'e Instruments and Hedging Activi-
ties” (“SFAS 1337), and FASB Statement No. 140, “Account-
ing for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities” ("SFAS 1407). The Corapany
believes that SFAS 155 w1ll not have an impact on the Com-
pany’s consolidated ﬁnamnal statements because the Com-

pany does not engage in hybrid financial instruments, does
not have any beneficial interests in securitized financial as-
sets and does not have any special purpose entities.

Accounting Changes and Evror Corrections

In May 2005, the FASB issued SFAS No. 154, “Accounting
Changes and Error Corrections” ("SFAS 154™), whichis a
replacement of APB Opinion No. 20, “Accounting Changes”
(“APB 207), and FASB Statement No. 3, “Reporting Account-
ing Changes in Interim Financial Statements” ("SFAS 3").
SFAS 154 applies to all voluntary changes in accounting
principle, and changes the requirements for accounting for
and reporting of a change in accounting principle. The pro-
visions of SFAS 154 will have an impact on the Company’s
financial statements in the future should there be voluntary
changes in accounting principles.

Conditional Asset Retirement Obligations

In March 2005, the FASB issued Interpretation No. 47
(“FIN 47™), “Accounting for Conditional Asset Retirernent
Obligations,” which is an interpretation of SFAS Statement
No. 143 (“SFAS 143"), “Accounting for Asset Retirement. Ob-
ligations.” The Company believes that FIN 47 will not have
an impact. on the Company’s consolidated financial state-
menis because the Company has not engaged in and does
not anticipate engaging in any conditional asset retirement
obligations. :

REPORIT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

!

Board of Directors and Stockholders ‘
Boli Technology Corparation
Norwalk, Connecticut

We have audited the conslllidated balance sheets of Bolt Technology Corporation and subsidiaries as of June 30, 2006 and 2005, and the related
consolidated statemants of income anc cash flows for each of the three years in the period ended June 30, 2006. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonable basis for-our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Bolt Tech-
nofogy Corporation and subsidiaries as of June 30, 2006 and 2005, and the results of their operations and their cash flows far each of the three years
in the period ended June 30, 2006, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, the Company adopted the provisions of Statement of Financial Accounting Stan-

dards No. 123(R), Share-Based Payment, as of July 1, 2005.

/?é%//%/' cep

McGladrey & Pullen, LLP |
Stamford, Connecticut
August 22, 2006 I
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. BOLT TECHNOLOGY CORPORATION | i
' CONSOLIDATED STATEMENTS OF INCOME ! ’
; I
o . ‘ For the Years Endeq June 30,
j, 2006 2005 1| 2004
REVENUES: ! |
Sales ‘ ! $32591,000 $718,796000 $ 14,806,000
' i
COSTS AND EXPENSES: ‘ |
Cost of sales | 19,043,000 10,973,000 9,135,000
Research and development | 289000 | 271,000 208,000
" Seliing, general and administratiﬂre 5958000 5,099,000 4,1:?0,000
Interest income | (135,000} (47,600) 1{15,000)
25161000 (6296000 13498000
g | ]
Income before income taxes I . 7,430,000 { 2,500,000 1,308,000
Provision for income taxes ‘ " 2,585,000 I £41,000 i455,000
! ! |
NET INCOME ; $4845000 § 1659000 $ 853000
T
EARNINGS PER SHARE: |
Basic | $0.89 $0.31 '1$0.16
Diluted | $0.86 $0.30 150,16
:‘ .
AVERAGE NUMBER OF COMMON SHARES OUTSTANDING: .
Basic 5,464,266 5,418,952 5,414,357
Dituted 5,630,767 5,533,387 5,488,510

See Notes to Consolidated Financial Srareme:nrs.
|
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BOLT TECHNOLOGY CORPORATION
CONSOLIDATED BALANCE SHEETS

June 30,
) 2006 2005
ASSETS '
Current Assets:
Cash and cash equivalents $ 4,580,000 $ 3.654.000
Accounts receivable, less allowance for uncollectible accounts
of $93,000 in 2006 and $72.000 in 2005 7,639,000 3,043,000
Inventories ' 8,196,000 7,141,000
Deterred income taxes 233,000 354,000
Other current assets 250,000 162,000
20,898,000 14,354,000
Property, Plant and Equipment:
Land 253,000 253,000
Buildings 760,000 760,000
Leasehold improvements ' 362,000 348,000
Machinery and equipment Q 1,421,000 6.359.000
\ 8,802,000 7,720,000
Less accumulated depreciation and amortization {6.199,000) (5,905,000)
i 2,603,000 1,815,000
Goodwill, net | 10,999,000 11,042,000
Other assets 111,000 105,000
.$ 34,611,000 $ 27,316,000
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities: ’
Accounts payable $ 2,389,000 $2,100,000
Accrued expenses 2,295,000 1,042,000
Income taxes payable 1,158,000 348,000
Customer deposit - 414,000
5,843,000 3.904.000
Deferred income taxes 436,000 337,000
Total liahilities 6,279,000 4,241,000
Stockhotders' equity:
Common stock, no par value, autharized 9,000,000 shares;
issued and outstanding 5,560,686 in 2006 and 5,423,960 in 2005 26,588,000 26,176,000
Retained Farnings (Accumulated deficit) ' ' 1,744,000 (3,101,000)
Total Stockholders’ Equity 28,332,000 23,075,000
$ 34,611,000 $ 27,316,000

See Notes to Consolidated Financial Statements.
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BOLT TECHNOLOGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

+

i
For the Years Ended June fliU.

2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES: I . !
Net income o | $4,845000 $ 11659000 $ 853,000
Adjustments to reconcile net incdme to cash provided by operating activities: ‘ P ' .
Depreciation and amortizatioh 294,000 |284,DUO 279,(]00
Deferred income taxes 263000 1469000 415,000
; 5402000 2412000 1,547,000
Change in operating assets and liabilities: L
Accounts receivable i (4,586,000  {707,0000  (641,000)
Inventories 5 {1,743000) (2454000) 269,000
Other assets ! (94,0000 | 5,000 (30,000)
Accounts payable | _ 299000 1639000  (19,000)
Accrued liabilities ! 1254000  |376,000 (19,000)
Income taxes payable ! " 810,000 293,000 (17,000}
Customer deposit ¢ (414,000} | 414,000 ; | -
Net cash provided by operating activities 1508000 1978000 1,030,000
z | | i
CASH FLOWS FROM INVESTING AC;TIVITIES: l i ;
. Purchase of property, plant and equipment (994,000} (1,238,000) {122,000)
Net cash used in investing activities (994,000) (1,238,000  (122,000)
T
CASH FLOWS FROM FINANCING ACTIVITIES: .
Exercise of stock options ‘ . 412,000 24,000 | -
Net cash provided by financifwg activities ‘ 4'1"2:000 {24,000 H v
Net increase in cash ] 926,000 l 764,000 958,01]0
Cash and cash equivalents at beginning of year 3654000 2890000 1,922,000
Cash and cash equivalents at end of year ' $4,580,000 $3654000 $ 2,890,000
; |
Supplemental disclosure of cash ﬂoY\r information: | |
Cash transactions: : ) . '
Income taxes paid , . $1513000 §; 75000 § 63,000
Non-cash transactions: o i .
Transfer of inventory to property, plant and equipment $ 83000 3 3 122,}q00

Sea Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

' NOTE 1

Description of Business and Significant Accounting Policies
The Company consists of three operating units: Bolt Technology Corporation (“Bolt™), A-G Geophysical Products, Inc. (“A-G™) and
Custom Products Corporation (“Custom Products™). Bolt and A-G are in the “geophysical equipment” segment. Bolt manufactures and
sells marine seismic energy sources (air guns) and replacement parts, and A-G manufactures and sells underwater cables, connectors,
hydrophones and seismic source monitoring systems. Custom Products, which is in the “industrial products” segment, manufactures and
sells miniature industrial clutches and brakes and sells sub-fractional horsepower electrical motors.

Principles of Consolidation
The Consolidated Fman(:lal Statements include the accounts of Bolt and its subsidiary companies. All significant. intercompany bal-
ances and transactions have been eliminated.

Cash and Cash Equivalents
The Company considers all highly liquid investments with a maturity of three months or less when purchased to be cash equivalents.

Allowance for Uncollectible Accounts

The allowance for uncollectible accounts ts established through a provision for bad debts charged to expense. Accounts receivable
are charged against the allowance for uncollectible accounts when the Company believes that collectibility of the principal is unlikely.
The allowance is an amount that the Company believes will be adequate to absorb estimated losses on existing accounts receivable,
based on the evaluation of the collectibility of accounts receivable and prior bad debt experience. This evaluation also takes into consid-
eration such factors as changes in the nature and volume of the accounts receivable, overall accounts receivable quality, review of spe-
cific problem accounts receivable, and current economic and industry conditions that may affect the customer’s ability to pay. While the
Company uses the best information available to make its evaluation, future adjustments to the allowance may be necessary if there are
significant changes in economic and industry conditions or any other factors considered in the Company’s evaluation.

Inventories
Inventories are valued at the ]ower of cost. or market, with cosi principally determined on an average cost method which approxi-
mates the first-in, first-out method. The Company maintains an inventory valuation reserve 1o provide for slow moving and obsolete
inventory. Amounts are charged to the reserve when the Company scraps or disposes of inventory. See Note 3 to Consolidated Financial
Statements for additional information concerning inventories.

Property, Plant and Equipment :

Property, plant and eqmpmem are stated at cost. Depreciation for financial accounting purposes is computed using the straight-line
method over the estimated useful lives of 15 to 30 years for buildings, over the term of the lease for leasehold improvements and 5 to 10
years for machinery and equipment. Major improvements which add to the productive capacity or extend the life of an asset are capital-
ized, while repairs and maintenance are charged to expense as incurred.

. Goodwill and Other Long-Lived Assets

Goodwill represents lhe excess cost over the value of net tangible assets acquired in business combinations and until June 30, 2001
was being amortized using the straight-line method over 20 years. Accumulated amortization at June 30, 2006 and 2005 was $1,750,000.
Effective July 1, 2001, the Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” Under SFAS No. 142, goodwill
amortization ceased when the new standa.rd was adopted. The standard also requires an annual goodwill impairment test. The goodwill,
balance was tested for impairment as of July 1, 2006 and 2005 and the tests indicated no impairment. The tests were conducted by man-
agement with the assistance of an mdependem valuation company. See Note 2 to Consolidated Financial Statements for additional infor-
mation concerning goodwill.

The Company’s other long-lived assets consist of property, plant and equipment and other non-current assets. The Company reviews
for the impairment of these assets, whenever events or changes in circumstances indicate thal the carrying amount of the asset may not
be recoverable. The carrying amount is considered impaired when anticipated undiscounted cash flows expected to result from the use
of the asset and its eventual disposition is less than its carrying amount. The Company's reviews as of June 30, 2006 and 2005 did not re-
sult in any indicators of impairment, and therefore no impairment tests were performed on these other long-lived assets.

Revenue Recognition and Warranty Costs
The Company recognizes sales revenue when it is realized and earned. The Company’s reported sales revenue is based on meeting
the following criteria: (1.} Manufacturing products based on customer specifications; (2.} Delivering product to the customer before the
close of the reporting period, whereby delivery results in the transfer of ownership risk to the customer; (3.} Establishing a set sales price
with the customer; (4) Collecting the sales revenue from the customer is reasonably assured; (5.) No significant contingencies exist. '
Warranty costs and product returns incurred by the Company have not been significant.

Income Taxes
The provision for income taxes is determined under the liability method. Deferred tax assets and liabilities are recognized based on
differences between the book and tax bases of assets and liabilities using currently enacted tax rates. The provision (benefit) for income
taxes is the sum of the amount of income tax paid or payable for the year determined by applying the provisions of enacted tax laws to
the taxable income for that. year and the net change during the year in the Company’s deferred tax assets and liabilities. See Note 4 to

Consolidated Financial Statements for additional information concerning the provision for income taxes and deferred tax accounts.
: A ;

Stock-Based Compensation
Effective July 1, 2005, the Company adopted SFAS No. 123 (Revised 2004), “Share Based Payment” (SFAS 123 Revised) utilizing the
modified prospective approach. Prior to the adoption of SFAS 123 Revised, the Company accounted for stock option grants in accor-
dance with APB Opinion No. 25, “Acecounting for Stock Issued to Employees” (the intrinsic value method}, and accordingly, recognized
no compensation expense for stock options.
Under the modified prospective approach, SFAS No. 123 Revised applies to new awards and to awards that were outstanding on
A .
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July 1, 2005 that are substantially modified, repurchased or cancelled. Under the modified prospective apprmch compensation cost to
be recogm?ed in fiscal 2006 mcludes (i) compensation cost for all share-based payments granted prior to, but noL yet vested as of lJuly 1,
2005, bascd on the grant-date fair value estimated in accordance with the original provisions of SFAS 123 and (11) compensation cost f(lr
all share-based payments granted subsequent to July 1, 2005, based on the grant-date fair value estimated in accordance with the prow-
sions of SFAS 123 Revised. There was no compensatlon cost recognized in fiscal 2006 because all outstanding 'opnons were fully vested
priar to June 30, 2005 and no new grants were awarded. b

The Company receives a tax deduction for certain stock option exercises during the period the options are exercised, genera]ly for
the excess of the fair market valué over the exercise price of the option. Prior to the adoption of SFAS 123 Re\’lsed the Companyfrepon-
ed all tax benefits resulting from the exercise of stock options as operating cash flows in the Consolidated Statements of Cash Flows In
accordance with SFAS 123 Revised, future Consolidated Statements of Cash Flows presentatlons will report the tax benefits from the
exercise of stock options as ﬁnancmg cash flows, vob

Prior to July 1, 2005, the Company had adopted SFAS No. 148, “Accounting for Slock Based Compensation - Transition and DIS-
closure” in 2003 and SFAS No. 123, “Accounting for Stock-Based Compensation” in 1897, Under SFAS No. 123 Eas amended by SF‘AS
No. 148, companies can, but are not required to, elect to recognize compensation expense for all stock-based awards using a fair va]ue
methodology. The Company adopted the disclosure-only provisions, as permitted by SFAS Nos. 123 and 148. In this regard, the Company
applied Accounting Principles Board Opinion No. 25 and related interpretations in accounting for its stock based plan. Accordmgly, no
compensation was recognized for grants under the Corpany’s stock option plan. Had compensation cost for stock options granted been
determined in accordance with the provisions of SFAS No. 123, as amended by SFAS No. 148, net income and earmngs per share l'or fis-
cal 2005 and 2004 would have been as follows: . |'

Years Ended June 30, i ' : 2005 '|' 2004
Net income, as reported | | $1.659,000 $ :853,[100
Additional compensation cost determined under the fair value method for all stock option grants, net of income tax effect * - ' - ,' ;101,000
Net income, pro forma | $ 1,659,000 $752,000
Basic earmnings per share: } He

As reported ‘ ! I osom ‘|'s0.16

Proforma | ' I g0 | $0.14
Diluted earnings per share: ' . ' I ; I.

As reported i $030 (| $016

Proforma I $0.30 ' $0.14

See Note 6 to Consalidated Financial Sta;tements for additional information concerning stock options. . Jt
! | i,
Use of Estimates .

The preparation of financial statements in confonmty with accounting principles generally accepted in the United States requlres
managenient to make estimates and assumptiofis that affect the reported amaiints of assets dnd labilities a.nd|dlsclosure of contmgent
assets and liabilities at the date of financial statements, and the reported amounts of revenues and expenses during the reportmg period.
The most critical estimates made by the Company are those relating to inventory valuation reserves, goodwill impairmment and Lhe realiza-

. tion of deferred tax assets. Actual results could differ from those estimates. ‘ ;

Computation of Earnings Per Share ] h
Basic earnings per share is computed by dividing net income by the average number of common shares outstanding during the period.
Diluted earnings per share is computed by dividing net income by the average number of common shares outstanding assuming dllutlon
the caiculation of which assumes that all stock options are exercised at the beginning of the period and the proceeds used to purchase
shares at the average market pnce for the period. The following is a reconciliation from basic earnings per share to diluted eammgs per

share for each of the last three ye’ars .

Years Ended June 30, ! 2006 2005 {1 2004

Net income availahle to common sfockholders $ 4,845,000 $ 1,650,000 § 853,000

Divided by: i ‘ ' ' e
Weighted average common shares ' 5,464,266 | 5418952 5'414,357
Weighted average common share equivalents 166,501 | 112,430 || 74,153

Total weighted average common shares and common share equivalents ' 5,630,767 | 5,533,382 5/488.510

Basic earnings per share . $0.89 | $031 ! | $018

Diluted earings per share , _ ' . $0.86 | $030 5016

. | il
For the fiscal years ended Jun!e 30, 2006 and 2005, the calculations include common share equivalents relating to all oulslanding stock
options because the average market price was higher than the exercise prices. For the fiscal year ended June 30, 2004, the calculatlons

do not include options to acqulre 28,000 shares, since their inclusion would have been anti-dilutive.
Continued o olq next page
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s
'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

i Recent Accounting Developments
Accounting for Uncertainty in Income Taxes InJune 2006, the FASB issued Interpretation No. 48 (“FIN 48™), “Accounting for Un-

certainty in Income Taxes," which is an interpretation of FASB Statement No. 109, “Accounting for Income Taxes” (“SFAS 109"). This
Interpretation clarifies the accounting for uncertainty in income taxes recognized in a company's financial staternents in accordance with
SFAS 108. This Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. The Company believes that FIN 48 may have an impact on
the Company’s financial statements when there is uncertainty regarding a certain tax position taken or to be taken. In such a situation,
the provisions of FIN 48 w1ll be utilized to evaluate, measure and record the tax position, as appropriate.

Accounting for Sermcmg of Financial Assets In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial
Assets,” (“SFAS 156") which amends SFAS No. 140; “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Llabllltles {(“SFAS 140"). The Company believes that SFAS 156 will not have an impact on the Company’s consolidated financial state-
ments because the Company does not service financial assets and liabilities.

Accounting for Certain Hybrid Financial istruments In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain
Hybrid Financial Instruments” (“SFAS 155"}, which is an amendment of FASB Statement No. 133, “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133"}, and FASB Statement No. 140, “Accouiting for Transfers and Servicing of Financial Assets and Ex-
tinguishments of Liabilities] (“SFAS 140"). The Company believes that SFAS 155 will not have an impact on the Company’s consolidated
financial statements because the Company does not engage in hybrid financial instruments, does not have any beneficial interests in se-
curitized financial assets and does not have any spécial purpose entities.

Accounting Changes and Error Corrections In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Cor-
rections” (*SFAS 1547), whlch is a replacement of APB Opmlon No. 20, “Accounting Changes™ (“APB 20”), and FASB Statement No. 3,
“Reporting Accounting Changes in Interim Financial Statements” (“SFAS 3™M). SFAS 154 applies to all voluntary changes in accountmg
principle, and changes the requlrements for accounting for and reporting of a change in accounting pnnmple The provisions of SFAS 154
will have an impact on the Company's financial statements in the future should there be voluntary changes in accounting principles. °

Conditional Asset Relivement Obligations In March 2005, the FASB issued Interpretation No. 47 (“FIN 47"), “Accounting for Con-
ditional Asset Retirement Obligations,” which is an interpretation of SFAS Statement No. 143 (“SFAS 143™), “Accounting for Asset Re-
tirement Obligations.” The Company believes that FIN 47 will not have an impact on the Company’s consolidated financial statements
because the Company has not engaged in and does hot anticipate engaging in any conditional asset retirement obligations.

NOTE 2

I
Goodwill

The Company’s goodwill carrying amounts relate solely to the acquisitions of Custom Products in fiscal year 1998 and A-G in fiscal
year 1999, which are two SFAS No. 142 reporting units. Bolt, the parent of Custom Products and A-G, is a third reporting unit and has no
goodwill. Both Bolt and A-G are in the geophysical equipment segment, and Custom Products is in the industrial products segment.

The composition of the net goodwill balance at June 30 by reporting segment is as follows: ‘ Coe e,

! ' r : ERERUEEU R L e e .Zrﬂl.ll'i-z-‘r:‘." L, 2005
A-G [Geophysical Equipment Segment) $ 7,679,000 $ 7,679,000
Custom Products (Industrial Producteregment) , 3,320,000 3,363,000

i

: ) $ 10,999,000 $ 11,042,000

“The acquisition of Custom Products generated tax deductible goodwill which exceeded the goodwill recorded for book purposes. The
goodwill reduction for Custom Products during the year ended June 30, 2006 of $43,000 is a result of the tax benefits generated by the
goodwill deduction for tax purposes. |

As required by SFAS No. 142, “Goodwill and Other Intangible Assets,” the Company reviews goodwill for impairment annually or
more frequently if impairment indicators arise. Goodwill was tested for impairment as of July 1, 2006 and 2005, and the tests indicated no
impairment. The tests were conducted by management with the assistance of an independent valuation company. Step one of the good-
will impairment test is to compare the “fair value” of the reporting unit with its “carrying amount.” The fair value of a reporting unit is the
amount that a willing party would pay to buy or sell the unit other than in a forced liquidation sale. The carrying amount of a reporting
unit is total assets, including goodwill, minus total liabilities. If the fair value of a reporting unit is greater than the carrying value, the
Company considers goodwill not to be impaired. If the fair value is below the carrying value, the Company would proceed to the next
step, which is to measure the amount of the impairment loss. Any such impairment loss would be recognized in the Company’s results
of operations in the period in which the impairment loss arose. The Company’s method of determining the fair vatue of the Custom and
A-G reporting units is to obtaln from the valuation company an estimate of the fair value of these reporting units based on up to three
different valuation approaches (a) a capitalized cash flow method, (b) a market approach that glves consideration to the prices paid for
publicly traded stocks, and (c) a projected net income approach that examines the projected net income of certain publicly traded stocks
and determines a multiple of earnings that the valuation specialist believes should be applied to the business unit’s estimated earnings.

. The Company reviewed the estimated fair values utilizing each of the above approaches, and utilized the discounted cash flow
method when reviewing for impairment. The results of the other methods were also generally consistent with the Company’s conclusion
that goodwill was not impaired. The Company also compared the values from the above approaches to the market capitalization of the
Company (including the Bolt unit, which has no goodwill reflected in the financial statements) to provide an'overall test to ascertain the
reasonableness of the approach used
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Goodwill represents approximately 32% of the Company s total assets at June 30, 2006 and is thus a 51gnrﬁcant estimate by mainage-
ment. Even if management’s estimate were incorrect, that would not result in a current cash charge because the Company’s goodwﬂl
amounts reflected on its balance sheet arose out of acquisition accounting several years ago. ‘ l .

See Note 1 to Consolidated Financial Statements for additional information concerning goodwill. - l '

\ 1

f NOTE 3 o
1 . Inventories J || :
Inventories at June 30 consist (j)f the following: ' l ‘
o ‘ 2006 2005
Finished goods | s |- $ 1,586,000
Raw materials and sub-assemblies | 7,917,000 5,811,000
Work-in-process [ 784,000 459,000
| . ' 8,701,000 7,856,000
Less-Reserve for inventory valuation . ' ‘ (505,@00} Ll 5[][][])
$ 8,196,000 $7,141,000

Although the Company does not generally maintain finished goods inventory, at June 30, 2005 a large order was complete and was
ready for shipment, awaiting ﬂnal‘shlpplng destination information from the customer. The finished goods mventory balance at June 30,
2005 represents the cost of this order which was recorded as a sale during the three months ended Septemberl 30, 2005.

A significant source of the Company s revenue arises from the sale of replacement parts required by customers who have prevlously
purchased products. As a result, the Company maintains a large quantity of parts on hand that may not be sold or used in final assemblles
for an extended period of time. In10rder to recognize that certain inventory may become obsolete or have supﬁlles in excess of reason—
ably supportable sales forecasts, an inventory valuation reserve has been established. The inventory valuatlon'reserve isa mgruﬁcant
estimate made by management. Actual results may differ from this estimate, and the difference could be material. Management estab-
lishes the inventory valuation reserve by reviewing the inventory for items that should be reserved in full based on a lack of usage[for a
specified period of time and for whlch future demand is not forecasted and establishes an additional reserve for slow moving 1nventory
based on varying percentages of the cost of the items. At June 30, 2006 and 2005, approximately $1,253,000 and $1,944,000, respectlvely,
of the raw materials and sub-. assembhes inventory were considered slow moving and subject to a reserve provision equal to all or a por-
tion of the cost, less an estimate for scrap value. In certain instances, this inventory has been unsold for more than five years from ‘date .
of manufacture or purchase, and in other instances the Company has more than a five-year supply of 1nvent0r_§'r on hand based on recent

sales volume. At June 30, 2006, thé cost of inventory which has more than a five-year supply on hand and the cost of inventory which has

had no sales during the last five years armounted to approximately $745,000. Management believes that this inventory is properly "zalued
and appropriately reserved. Even 1f management’s estimate were incorrect, that would not result in a current cash charge since the cash
required to manufacture or purchase the older inventory was expended in prior years.

The inventory valuation reser\‘fe is adjusted at the close of each accounting period, as necessary, based on managemenl; S estlmate of
the valuation reserve required. Thls estimate is calculated on a consistent basis as determined by the. Company s inventory valuatlon pol-
icy. Increases to the inventory valuatlon reserve result in a charge to cost of sales, and decreases to the reserve result in a credit to cost
of sales. The inventory valuation reserve is also decreased when items are scrapped or dlsposed of, During the fiscal year ended June 30

2006, the inventory valuation reserve was increased by $135,000, and disposals totaled $345,000. (|
l i
|
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|
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

- - NOTE 4

Income Taxes

Income tax expense consists of the following for the three years ended June 30:

2006 2005 2004

Currert: ‘

Federat ' ' $2,130,000 $ 275,000 $ (32,000}

State | - ' 192,000 96,000 72,000
Deferred:

Federal 239,000 494,000 415,000

State 24,000 {24,000} -

$ 2,585,000 § 841,000 $ 455,000

A reconciliation of the federal statutory raic to the effective tax rate reflected in the total provision for income taxes is as follows:

2006 2005 2004

Statutory rate ' A% 3% 3%
State income taxes, net of federal tax benefit 2 1 4
Nondeductible expenses ‘ ‘ 1 1 1
Exempt income from foreign sales {2) {2) {4)

Effective rate ) ' ' 35% % 35 %

Deferred income taxes under the liability method reflect the net tax effects of temporary differences between the carrying amounts of -
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Components of the Company’s net.

deferred income tax asset and liability accounts at June 30 were as follows:

| 2006 2005
Net deferred tax asset - curent:
Tax loss carry-forward $ - § 47.000
Inventory valuation reserve 197,000 279,000
Allowance for uncollectible accounts 36,000 28,000
$ 233,000 § 354,000
Net deferred tax liability-noncusrent:
Tax loss carry-forward | $ 24,000 3 -
Alternative minimurm tax credit carry-forward - 38,000
Property, plant and equipment depreciation 82,000 68,000
Amortizatian of goodwill {542,000) (443,000}
$ {436,000) $ 1337.000)

NOTE 5

Benefit Plans

The Company maintains defined contribution retirement plans covering substantially all employees who satisfy the age and service
requirements of the plans, The Company’s contributions to the plans are discretionary and for the years ended June 30, 2006, 2005 and

2004 amounted to $206,000, $219,000, and $213,000, respectively.
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NOTE 6

Stock Options

The Company’s 1993 Stock Option Plan provided for the granting of options Lo purchase up to 550, 000 shares of Common Stock of the
Company at a price not less than fair market value at date of grant. Options granted to employees are exercnsable for a period of up to
ten years. The plan also provided for the granting to non-employee directors of options o purchase 3, 000 shares of Common Stock gach
time they were elected directors. Under the terms of the plan, no options can be granted subsequent to June 30 2003 but options granted
prior to that date shall remain in effect until such options have been exercised or termmated in accordance with the plan and the terms

of such options.

I
A summary of the Stock Option Plan at June 30, 2006, 2005 and 2004 and the changes during the years ended on those dates is pre-

sented below.

' :
i

} 2006 2005 | 2004 ||
| Weighted Weighted Welghted
Average Average Average
‘ Exercise Exgrcise Exermse

! Shares Price Shares Price Shares Pnce

Outstanding at beginning of year 1 311,975 $3.17 335,000 '$3.20 357,000 £ 3;39
Granted ] - - - : -
Exercised | {138,786)  $3.20 (18075  $3.78 NiE
Expired } (7.000)  $456 (50000  $3.05 (22000  $6.32
Outstanding at end of yzar } 166,189  $3.08 311975 $317 | 335000  §320

I

The following table summarizes information concerning outstanding and exercisable stock options at Jung 30, 2006:

| l
|
1

|

Options Outstanding

Options Exercisabl‘e"

Range of Number Qutstanding Weighted Average Weighted Number Welghted
. Exercise At Remaining Average Exercisable Average
Prices ! June 36, 2005 Contractual Life Exercise Price v At June 30, 2006 Exermse Price
$305-$345 " 166,189 1.6 Years $3.08 165,!189 $ 3 08

I

The aggregate intfinsic value (market price at June 30, 2006 less the weighted average exercise price} of outstanding stock options at
June 30 2006 was approx1mately $1 494,000.

NOTE 7

€l g ol L P

Changes in issued Common Stpck and Stockholders’ Equity for each of the three years ended June 30, 2006 were as follows:

Stockholders’ Equity'

' Retained
! Earnings
Common Stock (Accumulated :
Shares Amount | Deficit] {'Ifutal

Balance June 30, 2003 5,414,357 $ 76,152,000 (56130000 20,539,000
Net income o | 853,000 853,000
Balance June 30, 2004 5,414,357 " 25152000 | (4.760,000) 21,392,000
Exercise of stock options i 9,603 24,000 | ! | 24,000
Net income | "o ] 1,659,000 1,659,000
Balance June 30, 2005 5,423,960 26176000 | (31010000 23075000
Exercise of stock options ' 136,726 42000 | - 412,000
Net income - | 4845000 4,845,000
Balance June 30, 2006 5,560,686 $26588000  |$1744000  §28332,000
Continued 011 {lex! page

Page 17 << Bolt Technology Gorporation >>> Annual Report 2006

|
i




\NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8

Commitments and Contingencies

Concentration of Credit Risk Financial instruments which potentially subject the Company to concentrations of credit risk are pri-
marily cash and cash equivalents and trade accounts receivable. The Company believes that the concentration of credit risk in its trade
receivables is substantially mitigat ed by the Company’s ongoing credit evaluation and its short collection terms. The Company does not
generally require collaterai from its customers but, in certain cases, the Company does require the customer to provide a letter of credit
or an advance payment. In hmlted cases, the Company will grant customers extended payment terms of up to 12 months. The Company
establishes an allowance for uncollectible accounts based upon factors surrounding the credit risk of specific customers. Historically,
the Company has not mcurred significant credit related losses. The Company invests its excess cash in time deposits with maturities of
usually less than one month in an effort to maintain safety and liquidity.

Finoncial ustruments) The Company does not hold or issue financial instruments for trading or hedging purposes, nor does it hold
interest rate, leveraged, or other types of derivative financial instruments, Fair values of accounts receivable, accounts payable and ac-
crued expenses reflected inthe June 30, 2006 and 2005 balance sheets approximate carryving values at those dates.

Lease Commitmenis The following table presents the Company's future minimum lease payments as of June 30, 2006 relating to its
non-cancelable operating leases with terms in excess of one year:
I

Years Ended June 30 Amount

: , 2007 $347.000
L 2008 - 200000
; | " 2009 37,000
I . 2010 and beyend

: ' $ 584,000

Under such operating leases, rent expense amounted to $373,000, $475,000 and $512,000 for the years ended June 30, 2006, 2005 and
2004, respectively. !

The Company's leases for its Norwalk, Connecticut office and manufacmrmg facilities expire in 2008. The Company has options to
renew such leases for an addltlonal five year period.

The Company’s lease for its North Haven, Connecticut manufacturing facility expires in 2009. The Company does not have an option
to renew such lease. '

The Company leased a building in Cypress, Texas from the former shareholder of A-G Geophysical Products, Inc. for $10,750 per
nionth, The lease agreement, which expired in April 2005, also granted the Company an option to purchase the l"acﬂlty for $1 ,000,000 dur-
ing the term of the lease. The.Company exercised this option prior to its expiration in April 2005. M, e Yo !

I : .

Employment Severance Agreements The Company has a severance compensation plan for the executive officers of the Company,’
except for the president and chief executive officer, which becomes operative upon their termination if such termination occurs within
24 months subsequent to a change i in ownership of the Company, as defined in the plan.

The Company also has employment agreements with its president and chief executive officer and the president of A- G, which provide
for severance in the case of voluntaly or involuntary termination following a change in control. These employment agreements have
terms through June 30, 2008 and 2009, respectively, subject to extension as set forth in the agreements.

The aggregate maximum potential severance liability under the above-mentioned agreements approximates $3,954,000 at June 30,
2006. No amounts were due as of that date because no events had cccurred which would have required such liability.

Litigation From time to time, the Company is a party to routine litigation and proceedings that are considered part of the ordinary
course of its business. The (Ilompan'y is not aware of any material current or pending litigation.

Securtties and Exchange Commassion Mformal Inquiry By letter dated January 23, 2004, the Company was informed that the
staff of the Securities and Exchange Commission (the “Staff”) had begun an informal inquiry regardmg certain corporate and accounting
matters. In its letter, the Staff stated that the inquiry should not be construed to indicate that any federal securities laws had been vio-
lated or to reflect on the mtegnty of any person, the Company or its securities. Although the Company believes that it has acted properly
and 1egally and is voluntarily Looperatmg with the Staff’s informal inquiry, it can neither predict the length, scope or results of the infor-
mal inquiry, or the impact, if any, on its operations. The Company has complied with the information requests of the Staff, and has not
received any requests for additional information since 2004.
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NOTE9
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The Company’s reportable segments are “geophysical equipment” and “industrial products. " Bolt Technology Corporation and A G
are in the geophysical equipment segment Custom Products is in the industrial products segment. The following table provides se

Segment and Customer Information

financial mformatlon for each segment for the years ended June 30, 2006, 2005 and 2004.

1

It

| Geophysical Industriall 18
Fiscal 2006 Eguipment * Products Tozal |
Sales j $ 29,393,000, $ 3,198,000 $ 32,591,000
Interest income ! 135,000 E 135, 000 i
Depreciation and amartization ! 274,000 ZU,OBP 294,000 |
Income before income taxes [ 6,759,000 671.00b 7,430,000 |
Segment assets ] 29,875,000 4,736,000 34,611 l:mulJ
Fixed asset additions l 971,000 23,00h 994, 000 X
Fiscal 2005 | s
Sales $ 15,551,000 $ 3,245,000 $18,796,000|,
Interest income ' 1 47,000 | 47,000 -
Depreciation and amortization | 262,000 22,000 284,000|
Income before income taxes 1,903,000 597,00:[] 2.500,DU¢|‘
Segment assats 22,676,000 4,640,000 27,316,000|"*
Fixed asset additions | 1,208,000 30,000 1,233,000,
Fiscal 2004 s
Sales J § 11,743,000 $ 3,063,000 $ 14,806,000] *
Interest income ] 15,000 | 15,000],
Depreciation and amortization 250000 29,000 279,000];
Income before income taxes T i e W e e 7750000 '@u:w.;533,0[]:0 }.i1,303,00b|;-,+j.
Segment assets 17,828,000 4,746,000 225574,000]
Fixed asset additions 4 02000 20,000 122,000]:
The Compariy does not allocaée income taxes to segments. !
(.
|
|
’ 3
; i
il
H,
| |
| |
|
Continued on next Lagé
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

l ;
The following table reports sales by country for the years ended-June 30, 2006, 2005 and 2004. Sales are attributed to each country

based on the location of theI CUStomer.

| 2006 2005 2004

United States ' $ 9,321,000 $ 9,728,000 $ 6,575,000
Norway 6,969,000 3,105,000 3,796,000
" United Arab Emirates ' 6,068,000 773,000 90,000
People's Republic of China 2,494,000 417,000 896,000
France ' 2,113,000 1,191,000 809,000
India 1,820,000 158,000 108,000
Singapore I 1,240,000 448,000 429,000
United Kingdom 715,000 1,121,000 876,000
Japan . 621,000 747,000 350,000
Former Soviet Union 387,000 335,000 377,000
Canada 301,000 206,000 133,000
Germany ' 66,000 32,000 32,000
Mexico 29,000 109,000 135,000
Other 442,000 405,000 200,000
$ 32,591,000 $ 18,796,000 4 14,806,000

A relatively small number of customers has accounted for the Company’s geophysical equipment segment sales,
ing for 10% or more of consolidated sales for 2006, 2005 and 2004 are as follows:

Custon.ers account-

2006 2005 2004
Customer A 22 % 14 % 7%
Customer B 8% 1% 10 %
' NOTE 10
: Accrued Expenses
Accrued expenses at Junle 30 consist of the following:
2006 2005
Compensation and related taxes $1,176,000 $ 600,000
Compensated absences 308,000 270,000
Commissions payable 533,000 102,000
Other 279,000 70,000
$2,296,000
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NOTE 11

Quarterly Results (unaudited)

The following table sumrnarize;s results for each of the four quarters in the years ended June 30, 2006 and 2005.

l

Quarter Ended [

Fiscal 2006 Sept. 30 Dec. 31 March 31
Sales $ 7,994,000 $ 6,567,000 $8,418,000 $9,612,000
Gross profit 3,040,000 2,740,000 3,323,000 4,439,000
Income before taxes i 1,610,000 - 1,377,000 1,962,000 2,481,000
Net income 1,020,000 897,000 1,307,000 1,621,000
Basic earnings per share $0.19 $0.17 sb.24 s OliS
Diluted earnings per share $0.18 $0.16 sb.zs s 029
| | |
; Quarter Ended: ' ! _
Fiscal 2005 Sept. 30 Dec. 31 March 31 June'30
Sales [ $ 3,839,000 $ 4,457,000 $ 5,115,000 $ 5,375,000
Gross profit i 1,522,000 1,880,000 1,993,000 2,428,000
fncome before taxes | 340,000 443,000 638,000 1,013,000
Net income { 211,000 277,000 483,000 698,000
Basic eamings per share ' $0.04 $0.05 $:U.09 $ U:1i3'
Diluted earnings per share $0.04 $0.05 $:0.09

$0.12
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COMMON STOCK DATA

The Company’s Common Stock is listed on the American Stock Exchange under the symbol “BTJ.” The following table
sets forth the high and low sales prices for our Common Stock for the quarters indicated:

. ' Fiscal 2006 High Low
First Quarter ' ' $8.84 $6.45
Second Quarter 15.00 6.67
Third Quarter ‘ 19.85 10.20
Fourth Quarter 16.20 10.26

. Fiscal 2005 High Low
First Quarter $4.73 $3.60
Second Quarter 5.25 380
Third Quarter . 6.80 485
Fourth Quarter . 680 5.16

The number of stockholders of record.at September 20, 2006 was 217. We believe that the number of benefizial owners
is substantially greater than the number of record holders, because a large portion of our Common Stock is held of record
in broker “street names.”

We have not paid a dividend since 1985. We do not intend to pay cash dividends on our Common Stock in the foresee-
able future. Any decision to pay cash dividends will depend upon our growth, profitability, financial condition iind other
factors that the Board of Directors may deem relevant.

wWtae o
LIS I o

Note Regarding Forward-Looking Statements

Forward-looking statements in this Annual Report, future filings by the Company with the Securities and Exchange Commissian, the Company’s press re-
leases and oral statements by authorized officers of the Company are intended to be subject io the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. These include statements about anticipated financial performance, future revenues or eamings, business prospects, new peoducts,
aniicipated energy industry activity, anticipated market perfermance, planned production and shipping of products, expected cash needs and similar matters.
Investors are cautioned that all forward-looking statements involve risks and uncertainty, including without limitation {i) the risk of technological change
relating to the Company’s products and the risk of the Company’s inability to develop new competitive products in a timely manner, (i) the risk of changes
in demand for the Company's products due to fluctuations in energy industry activity, {iii) the Company's reliance on certain significant custome rs, {iv) risks
associated with a significant amount of foreign sales, and (v} the risk of fluctuations in future operating results. The Company believes that fonvard-looking
statements made by it are based on reasonable expectations. However, no assurances can be given that actual results will nat differ materially from those
contained in such forward-looking statements. The words "estimate,” "project,” “anticipate,” “expect,” “predict,” “believe” and simitar expres;ions are
intended to identify forwarq-looking‘statements.
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